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ABSTRACT 

The objectives of this experimental 12th grade 
economics course begin with an understanding that "economic analysis 
applies a set of basic concepts and their interrelationships to 
problems (involving) economic scarcity." Fifteen basic concepts are 
to be learned (e. g. , want, markets, money, etc.) as well as the 
definition and vocabulary of economics. Students will also know how 
to do and evaluate economic research. The two units cover fifty class 
sessions. Lessons in Unit I, "What is Economics," deal with scarcity, 
production, exchange and money, economic exchange systems, circular 
flow, values, and the definition of economics. The definition and 
function of the price system, models in social science, the market 
under certain conditions, industrial market structure, and the auto, 
aluminum, and telephone industries comprise the lessons of Unit II, 
"U. S. Price System." Inductive methods are utilized. Instructors 
materials for most of the lessons include a content outline, lists of 
behavioral objectives, summaries, and background materials. Answers 
to student worksheets are provided for both units, and three 
multiple-choice tests are provided for Unit I. 16mm, slide, and 
overhead projectors are required. Related documents: Student 
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ECON 12 - UNIT I: TEACHERS INTRODUCTION TO UNIT 
ISSUED JAN. 1966 



Objectives. (All of these are long-run objectives of the course. 
Because the following units will develop these objectives further, 
few of these objectives will be fully achieved in Unit I.) 



1. Students 
. a set of 

involves 

involves 

2. Students 
c one ept s 



should understand that (l) economic analysis applies, 
basic concepts and their interrelationships to problems 
economic scarcity ; .and (2) an analysis of an economy 
an application of this conceptual framework. 



must gain some initial facility in the use 
(recognition, discrimination, paraphrasing 

The 



\ w w 7 .Jk. — 

tions) and in relating one concept to another. 



of these 
of defini- 
concept s are : 



a. wants 

b . resources 

c. scarcity of resources 

d. economic activity to overcome scarcity; production, consump- 
tion, exchange, saving, investment 

e. productivity 

f. production specialization, types: product specialization, 

division of labor, use of capital 

g. comparative advantage 

h. alternative cost 

i. diminishing returns 

j . markets 

k. money 

l. economic system (an economy), the structure of economic 
inst itut ions 

m. economic decisions; what to produce, how to produce, how to 
distribute output 

n. economic goals: security, freedom, justice, progress, 

efficiency 

o. conflict of interest 






3. Students must learn a basic vocabulary, including the concepts 

listed above, as well as some other commonly used -words in 
economics: land, labor, capital, management, factors of 

production, goods and services, input, output, firm, household, 
income, wealth, assets, liabilities. 

4. Students must learn the definition of economics. They should see 
that to some extent we can discriminate between what is economics 
and what is not, but that ultimately, economics is a way of looking 
at social organization, ar^-hbst r act ing out of certain aspects of 
the general activity of people (given examples of social activity, 
students will choose those involving economic problems). 
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For purposes of this course, economics is defined as the study of the 
"economic organization" of society, that is, of the way production, 
exchange, consumption, saving, investment are organized to overcome 
scarcity. Economics is concerned with the decision-making process 

;s economic activity rathe 
lies can be broken down in 
involves an analysis of the 



units and of the what, how, for whom 
observation of behavior of economic institutions and development 
of theories regarding the behavior of these institutions. 

2. Macroeconomics: Study of the total system and of the determination 

of aggregate income. It requires measurement of aggregate statis- 
tics and a theory of aggregate income determination. 

Applied research involves solving problems related to decisions which 
must be made by business, government or citizens; it relates to both 
micro and macroeconomics: 

1. Evaluation of the effectiveness known policies in achieving given 
ob j ect ives . 

2. Invention of new solutions to economic problems. 

5. Students should recognize that rational decision making (careful choice) 

is required to overcome scarcity. Students should be able to use a 
rational decision making procedure which involves 

1) specification of objectives 

2) specification of constraints on achieving objectives 

3) specification of alternative solutions 

*4 ) calculation of alternative costs of different solutions 
5) choice of optimal alternative. 

6. Students should recognize that conflict of interest, which grows out of 
the existence of scarcity^ is a fact of life that they must learn to 
adjust to. 

7. Students should recognize that the appropriateness of a policy or of 
some given economic behavior depends on the goals and interests of the 
person judging the policy or the behavior. 

The purpose of Unit I is outlined in the seven lessons of the unit: 

1. Scarcity 

2. Production 

3. Exchange and money 

4. Economic exchange systems 

5. Circular flow 
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6. Values, economic conflict and the role of economic institutions 
in conflict resolution 

7. A definition of economics 

Each of the first six lessons is designed to present the student with 
an aspect of the nature and scope of economics. In lesson Wo. 7, 
the student will draw together the material from these six lessons 
and, with the aid of the teacher, induce a definition of economics. 

Lesson Wo. 1 presents the central problem with which economics is 
concerned and introduces the "want -s at i sf act ion chain." This lesson 
presents the basic economic activities of production and consumption 
and begins to build a vocabulary of economic terms. 



Lesson Wo. 2 presents an analysis of the principal solution to the 
scarcity problem (specialized production) and elaborates this 
analysis by ^ introducing the concepts of the organization of produc- 
tion, diminishing returns, absolute and comparative advantage, and 
alternative cost. 

Lesson Wo. 3 expands the concept of specialization with an analysis 
of exchange (a product of specialized production) and the role of 
money as a means of making exchange more efficient. -Money provides 
a group of specialized services which any developed economy must 
have to function efficiently. The existence of money creates the 
possibility for separating the act of saving from the act of 
investment. 



Lesson »o. b develops the concept of an economic system by presenting 
a comparison of two economies, one primitive and the other our own. 
The comparison provides (l) a basis for defining an economic system 
and (2) a method for studying an economic system. The economic 
system, or economy ’ of a society is (l) the total group of economic 
institutions which carry on the basic economic activities and (2) 
the exchange relations between these institutions. It is usually 
possible to construct a diagram of these institutions and the 
exchange relationships between them. Such a diagram is a useful 
pedagogical tool to aid in explaining the economic organization of 

a society and the basic economic interdependencies between insti- 
tutions. 



• Lesson No. 5 begins with an inductive learning experience in which 
the students derive an exchange diagram for the U. S. economy. 

This is a . circular flow diagram which describes the exchanges 
between firms and families. This circular flow diagram is then 
used as a basis for comparing the U. S. with the Tsimshian and the 
Soviet economies. This allows the student to expand the definition 
of economics to include the study of the operation of an economy 
as a- complete system, i.e., macro-economics. The circular flow 
diagram is then converted into an animated model (8 min. film) of 
the U. S. economy, which is used to explain the salient macro- 
economic features of the economy. 
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Lesson No. 6 extends the study of economic systems to an evaluation 
of the efficiency of the system, that is, to a consideration of the 
relation "between the values or goals of the society and the economic 
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or goals of economic 



activities are classified into five categories: economic progress, 

economic security, economic .justice, economic freedom, and economic 
efficiency. For any one society some of these goals or values will 
he more important than for another society. Because of scarcity 
there is no society where it is possible to satisfy all these goals. 

The relative importance of these goals is reflected in the economic 
structure of a society. In this lesson students will compare the 
value system of the pr e -Columbi an Tsimshian Indians with that of our 
own society and will study the relation of these values to the economic 
organization of these two societies , 



This lesson also points to the existence of conflict of interest 
(between individuals and groups in the society) over the use of 
scarce resources and over the relative importance of conflicting 
goals for the society. By referring back to the comparison between 
the Tsimshian and contemporary U. S. economies, students will learn 
that conflicts of interest arc rooolveu tnrough market, government, 
or traditional decisions. Through class debate on the ' super iority 
of the Tsimshian versus the U. S. versus the Russian economy, 
students will recognize that the judgment about "superiority" is a 
value judgment and that a person's judgment can be "wrong" only if 
there is inconsistency between his values and available economic data. 



Lesson No. 7 begins with a micro-program which presents, in a formal 
way, the definition of economics contained in the first six lessons. 
The student is then given a series of mis-statements about economics, 
which are common among adults. He will respond to these statements 
in an essay, dialogue, or other written form, by pointing out and 
correcting the errors. 



Introductory Reading for Teachers 

The success of this unit rests with the teacher. It is very important 
for the teacher to understand the rationale behind the organization 
and design of lessons in order to test the effectiveness of the 
unit in introducing students to the nature of economics. The foll- 
owing two essays are reproduced here to provide you with some back-- 
ground reading on the definition of economics. The first essay of 
economic literature is Lionel Robbins' "The Nature and Significance 
of Economic' Science." The second essay, which first appeared in the 
American Anthropologist, is Robbins Burling' s "Maximization Theories 
and the Study of Economic Anthropology." In order to avoid confusion 
of names, it should be kept in mind that two men are involved, Lionel 
Robbins and Robbins Burling. 
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Lionel Robbins’ essay was written to establish the area of social 
activity which constitutes the subject matter of economics and to 
analyze the nature of the science. The essay is now thirty-five 
years old, but it remains the basis of most discussions on the 
nature of economics. It was written to challenge what Robbins 
considered to be misconceptions about the nature of the economics 
discipline. Until Robbins presented his analysis, most economists 
believed (l) that the subject of economics was the material aspect 
of man's existence; (2) that economics was concerned with the 
achievement of "economic ends," and (3) that these ends could be 
measured in absolute quantities. Robbins analyzed each of these 
propositions and concluded that economics is not limited to the 
material aspect of man's existence, nor is it solely concerned with 
purely "economic ends" which can be reduced to absolute quantities. 
"Economics," he said, "is the science which studies human behavior 
as a relationship between ends and scarce means which have alter- 
native uses." 

In the three decades which intervened between the publication of 
Robbins' book and the appearance of Burling's essay, many of the 
misconceptions which Lionel Robbins had supposedly laid to rest 
reappeared. Burling once again examines thes e ' mi sc one ept i on s 
and then proposes a model for the analysis of society which incor- 
porates Robbins' definition of economics. It is a general ex- 
change model which interprets all social actions as exchanges 
involving the matching of some means to ends. 

The source of Burling's interest in the theoretical founda- 
tions of economics is the need of anthropologists for a 
theoretical foundation for examining the economic activity 
of societies at all levels of economic development. The growing 
interest of anthropologists in this field arises from the mani- 
fold problems which newly developing societies are facing and 
for which traditional economics has had no ready answers. 

Burling begins by stating five definitions of economics and 
analyzing the implications of each definition. The definitions 
are: (l) Economics deals with the material means to man's exist- 

ence, (2) Economics studies the production, distribution and 
consumption of goods and services, (3) Economics (when used by 
anthropologists) treats in primitive societies those areas of 
life which economists study in ours, (k) Economics is the study 
of systems of exchange, whatever the particular institutional 
arrangements surrounding them may be, (5) Economics is the 
study of the allocation of scarce means to multiple objectives or, 
more broadly, "the science which studies human behavior as a 
relationship between ends and scarce means which have alternative 
uses." (Robbins, p. 16) 
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Burling refutes the validity of the first four definitions 
arid presents a lucid argument for reaffirming the validity of 
the fifth, as originally stated by Robbins. He then enlarges 
the application of economics, so defined, to include the study 
of any social system or social sub-system designed to allocate 
anything which is scarce, be it goods, services, love, prestige 
or power. The model he introduces for this purpose is that of 
a system of exchange. By viewing society as a system of 
exchange in which men try to act so as to maximize satisfactions. 
Burling presents us with a model which allows us to study any 
group of societies on a comparative basis. Thus the concept 
of a socio-economic system enables us to analyze society as a 
system of institutions devised by men to satisfy their psycho- 
logical needs. The social institutions, and the exchange 
relationships which tie them together, form a structure which 
can be studied in whole or in part. A market economy can be 
studied as a macro-structure which operates to generate some level 
of national income, or it can be studied in its parts. For example 
we can study the firm as an institution with a particular struc- 
ture and, beyond that, a specific industry which also has a unique 
structure.' Thus the concept of a socio-economic system is a 
useful pedagogical tool for enlarging the student’s comprehen- 
sion of the meaning and use of economics. In particular, this 
exchange model can be used to analyze simple, pre-monetary 
economies; such an analysis forms the basis for a comparison 
with our own economic system and this model is used in Lesson 
Ho. H on Economic’ Systems. Hopefully, the stuaent will see 
that our own socio-economic system, with all of its complexities , 
is simply the system we have developed to satisfy our unlimited 
desires for goods, services, love, prestige and power. 

Once the id*ea of an economy as a system is grasfjed, it should 
not be difficult to bring the student to the realization that 
the institution which dominates our system is. the market and 
that host of our desires or wants can only be satisfied if 
we engage- in market transactions. We must sell our services 
in the market and satisfy most of our wants, by purchases in the 
market. Indeed, the goods and services (as well as the love, 
prestige and power) we command are often determined by the 
skill with which we function in the market. 

Because the market dominates our socio-economic system, the 
economic theory we must use for our own economy is principally 
the theory of the market. Because a fully developed market 
economy uses money, the function of prices in determining 
how we allocate scarce resources is central to understanding 
how our physical and psychological needs are satisfied. 

The use of money also allows us to quantify the study of our 
economy and to use the ideas of costs and profits to determine 
whether or not we are efficient in allocating our scarce 
resources . 
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and necessary words in any economic discourse 
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LESSON NO. 1 
SCARCITY 
4 DATS 

Table of Contents and Specifications 
Instructor's Materials 

1. Content Sequence 

2. Long-Term Behavioral Objectives 

3. Short-Term Behavioral Objectives 

4. Summary Chart - Content and Objectives 

5. Lesson Sequence Chart 

6 . Lesson Sequence 

7. Slide Show No. 1 

8. Overhead transparencies for want satisfaction chain 
Equipment Needed 

1. Film strip projector 

2. 10 X 10 Overhead projector 



Student Materials 

1. Worksheet No. 1 

2. Short stories by E.M. Forster and L. Tolstoy 
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LESSON 1 



CONTENT OUTLINE 



ECON 12 UNIT I 
3 DAYS 

ISSUED JAN IS 6 6 



1. Men have wants. They are cf two. Kinds:; 

a, Physical — basic needs for food, clothing , shelter;.... r> .- . .• ^ 

L; Psychological — needs, for the,. comfort of mind and. bpdy-, including 
needs for prestige, power, love, security.. . • . . , r* 

2. For most men, want it are never satisfied: , . 

a. FhysicaJL needs necessarily keep coming back - we get hungry, 
shoes wear out — and the pattern repeats itself ; 

b. Other psychological and wants change our physical environment and 

as we pass through the life cycle; . 

c. new psychological and physical wants are created by technological 
change which make it easier to satisfy sinjplier wants and create 
new desirable goods and services. 



3. 



4. 



rn% 

lii 



goods and services with which we satisfy w^nts, come from. re- 
sources. Usually, we take a number of resources (inputs) which we 
combine (production) to produce goods and/or services, (output) , 

This process of satisfying wants is shown visually by the "want satis- 
faction chain". 



5. Economists often label "input of resources" as "factors of production . 
These factors of production are divided into three categories « — *■» 

labor, capital. The outputs of the process of production are divided 
into two categories - (a) good s and (b) services . 



6 . 



The gap between what people want and the resources 
the want is, in eesnemist talk, scarcity. 



available 



to fill 



7. 



Scarcity does not necessarily mean "few". It means "not enough to 
satisfy the want." We can have many of a given resource and yet still 

have scarcity because: 

a. wants still exceed resources, or 

b. resources are somehow "locked up" and not available to be applied 
to wants (they must be dug up, transported, etc., before they be- 
come available) . 



8. A resource may be scarce for several reasons: 

a. it nay be scarce in one place and not in another (example, water; 

b. it may be scarce one time but not at another (example, buggy whips) 

c. for one group of persons but not for other groups (example, camels) 
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9. There are five ways of overcoming scarcity: 

a. produce more., from present resources; ^ ' 

b. increase the amount of resources; • , 

c. make the goods and services produced more want satisfying; 

d. redistribute what is produced; 

e. reduce the number of wants. 

10. The first four ways involve, physical: resources, changing the quantity, 
quality,; or distribution of goods and services. The fifth involves 

• ■, . ;• human n,ature, changing people's state of mind of body. 

* . : $ 1 . 
j .* ; • .)*. 

11. ' Economics is mainly concerned -with the study of the first four - 

the. material solutions of the scarcity problem. 

12. In applying these solutions, we are seeking to achieve the economic 

goals of society: • :• 

•,o »••• a. . security . • .*••• 

; b. m freedom -;c 

c. justice 

d. progress 

e. , , efficiency ,*• .a 
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Long-term Behavioral Objectives 

1. Given a list that contains at least six examples that include both 

physical and psychological wants: '* 

a. names the two categories, of wants " * •’ 

b. categorizes the items £n the list 1 

2. In own words, explains why the two categories of wants 'can 1 never be 
permanently satisfied and gives examples of each, for example: 

a. physical wants are cyclical; example, three meals, a day, 
bV psychological wants are self-prolif erating ; as one want is sat- 
"•‘H.-i i.,'di£ie<i, it nourishes another because of the insatiability of 
hum&n desires or because it creates new condition^ with new 
wants; examples, a coat in the new fashion color, more:, freeways 
' ^because more people get cars. • 

- rf • , In completing the want satisfaction chain, identifies resources,, 
'factors of production, inputs, outputs, land, labor J .capital, godds 
and services. Given ten examples of same, categorizes their- correct- 
ly. w:.\* 

I # # 

. ./ f 

4. Defines "scarce resources." Answer should include, in ownwords,"A 
resource of which there is not enough to satisfy want$." 

'• r 

5. Given examples that illustrate the five solutions to the scarcity 
problem, states, in own words, the generalization for each, (i.e., 
(1) Produce more from present resources; (2) Increase amount of re- 
sources; (3) Make goods and services more want-satisfying; (4) Re- 
distribute what is produced; (5) Reduce number of wants). Gives 
examples of each. 
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, Short-term Behavioral Objectives 

'*•*'** * ■* * A * * , ** ^ .1 * \ ^ " t *«$*'•*■ «’ 

1. Given examples of* typical physical and psychological wants, in a 
slide show presentation: 

a. identifies them as physical ‘■'hr 1 psychological; v- . \ 

b. recognizes that it sometimes is hard’ to> put examples in only 
one of the two categories of physical or psychological; 

fc. explains why each canrittt. be* permanently satisfied (how)? 

2. Following reading of newspaper articles, in classroom discussion, 
supplies examples of wants and places then the categories of: 

a. physical 

b. psychological 

3. Derives in classroom discussion, want satisfaction chain in which 
following are listed: 

a. wants - physical and psychological 

b. resources - inputs, factors of production 

c. production 

d. outputs 

e. distribution 

f. consumption 

g. satisfaction 




Wants (Phyo- Inputs Production 

ical, psycholo- (Factors) 

gical 



Outputs Distri- Consump 
(goods, bution tion 
services) 




Satis- 

faction 



4. Given a list that includes “can’t tell” items, identifies scarce 
resources. (Worksheet I, Frame 9, Crusoe problem) 

5. After reading Forster’s story, Mr . Andrews . in classroom discussion: 

a. lists at least four examples of wants contained in the story; 

b. categorizes them as physical or psychological. 

In classroom discussion of Forster’s story, identifies the passage(s) 
that are the moral of the story as it touches upon economics, (e.g., 
“Though he had all that he expected, he was conscious of no great 
happiness .. .In that place, their expectations were fulfilled but not 
their hopes..”We desire infinity and cannot imagine it.”) or, 

In classroom discussion of Tolstoy’s story, identifies the moral of 
the story as it touches upon economics. 
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In classroom discussion, given the concept of scarcity , 
the five solutions to the scarcity problem. 



induces 



7. In classroom .discussion, induces that scarcity and its satis- 
.faction are at, the heart of the study of economics. 

8. Given a list of resources, categorizes them correctly as land, 
labor, or capital. 
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CONTENT 


TEACHER 


VISUAL 


Wants : 


Introduces lesson with a 


Slide show No. 1 


1. Two kinds - physical and 


short talk and shows slide 


(Title not yet de- 


psychological 


show No. ,1 . 


termined) 


2. Never satisfied because 


Aids students in completing 


Chalk Board - List 


they are cyclical and 


Frames 1-3. 


of wants drawn from 


ever charging .(growth) 


** J . A • 


slide show. 


DAYS 1 AND 2 


® o « 

•• )-J 




Resources: 






Resources^lnputs^Factors of 


Present transparencies of 


Overhead transparency 


Production a Land, Labor and 


want satisfaction chain. 


sequence of want 


Capital 


Ask questions which will leadsatisfaction chain 


Inputs-Production-Output 


students to identify com- 




Outputs-Goods and Servf.ces 


ponents of the chain 




Wants Satisfaction Chain 


Check student's work on Frame 
4, check students' homework 


3 


DAYS 2 AND 3 


on Frame 5, and correct in 
classroom discussion 




Scarcity: 


Aid students in completing 




Definition of a scarce re- 


Frames 6, 7, and 8 




source 


Check students' homework on 




The five solutions to the 


Frames 9 and 10, and correct 




scarcity problem 


in classroom discussion. 




Definition of economics 


Aid students in completing 
Fram 2 11 with a classroom 
discussion of the shore 






story of stories. Conclude 


Overhead transparency 




lesson by using the trans- 


sequence of want 




parencies of the want 
satisfaction chain to in- 
duce the five solutions to 
scarcity problem; define 
economics (Frame 12) . 


satisfaction chain 


















\ 



1 



WORKSHEET 


HOMEWORK 


EVALUATION 


Frame 1-categories of wants 
listed on chalk board, gen- 
eral statement about wants. 
Frame 2-wants listed on 
chalk board ‘placed iri cat- ' 
egories given in Frame 1. 
Frame 3-wants taken from 
newspapers also placed 
under categories in Frame 
1. . . 


Dax_l 

1. Two examples of wants 
drawn from newspaper 
articles; 

2«‘ Short stories by Forster 
and Tolstoy due on day 4. 


Frame 3; end cl 
lesson, self-graded 
test; end of unit 
•• test. • - : 

* • 

t 


FRAME 4 - want satisfaction 
chain 

« 1 

f 


Day 2 

Frame 5 to be completed 
for day 3. 


Frame 4 ; , end of 
lesson, self-graded 
test; end of unit 
test 


• 

• , # 

.j : • . . • 

* 

1 TT* 7 "* ~~ “ *-r- 7- 


■ V 


• 



yj.ames 6, 7 , aiid 8 
Frames 11 and 12 



Day. -3 

Frames 9 and 10 to be 
completed for day 4. 



Frame 12; end of 
lesson self-graded 
test, and end of 
unit test. 



* J 



„ERiC 







..Scarcity; . 



Lesson Sequence' 



- 1 - ' This lesson has four teaching learning instruments: 1) a" film * 
strip, 2) ’a -set of overhead transparencies , 3) a student worksheet 
and two stories: E**M. Forster, Mr . Andrews ; • L . Tols t oy * s , How Much ' 

L and I s _ Enough . The -lesson will require’ a film strip projector and an 
overhead projector., «»• - • : . 



Day 1 



1 . 



Instructor can make any intorductory remarks about the lesson which 
lie feels will help to orient the students. 



4 ' 



* * 



2. . qaow .film, strip and conduct discussion .which follows: 

The beginning of the discussion should be general. The film strip 
enos as follows: "Man doesn’t want much - just enough to be happy." 

Two questions: How much is enough? How does he get it? After the 
students discuss these, it night be good to ask, "What ±s the point of 
the tilti strip and what does it have to do with economics?" When it 
is clear that no one is certain about the answer, the Instructor can 
propose an analysis of the film strip in order to get an answer. 

This ^analysis can begin by having the students name the things which 
tns riln atrip showed that people wanted. These should be written on 
f tne chalk board. The list . should illustrate each of the points made 
irj the f lira. strip: ... v . .. . 

I?.- man has physical wants 

2. ran has both physical and psychological wants which arise from: 

a. psychological need 

b. the changing technology in which he lives 

3. wants change with age 

4. seme wants are private, other public. 

ilia Instructor’s questions, during this part of the discussion should 
be designed to elicit a list of wants which can be placed in categories 
(Frame 1) such as - physical, social, psychological, basic, secondary, 
public, private, etc. The class should finally decide that physical 
and psychological are the two basic categories, but that wants are often 
boi-a pnysical <r-**u psychological. Frame 1 should then contain a state- 
ment that wants are both. physical and psychological, that they change 
with ago, that they change as society changes, that some are satisfied 
privately and some publicly, 

3. I 1 rcaie 2 can be used to clarify the points in the general state- 
ment . 



4. Homework assignment: 

a. The students are to bring to class, the next day, examples of 
two wants which they have taken from newspaper articles - not 
advertisements. 

b. They axe to begin the short story, or stories, and have them 
read in two days. 
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Lesson Sequence 



Day 2 

; . J * * V * «*t % ’ • * • ^ ' f i i • i « , , 

1. Frame 3 - During classroom discussion, student wiil offer examples 

of wants drawn from newspapers and categorize them, as he recites, 
usin^ t^e categories in Frame 1. . > 

2. Present the want satisfaction chain, using the overhead transpar- 
encies. Frame 4 is a test frame for this exercise and students 



I i 1 '• 



should complete it.,as follows : 

1 ^ 1 i* * m *. i # .V* f V*" * 



< * 'H* i i i 



hlVOTO - J .i 1 ‘ ‘ V- 



ft - 

h 

j . 



•, >•' • *WwO • ; 'i : • *• 

3. Homework - students to complete frame 5. 



. J v 



Day. , 3- 

■Sab i i * t . • m :> 

V *• « 4 -«* «« 






1. Review frame 5 to clear up any confusion and to discuss the prob- 
lems which arise when an item falls into two categories, e.g., in- 
puts and outputs. Students should see that no category is clear 
enough to avoid marginal cases. 

If the students make errors in categorizing items according to land, 
labor, and capital, or goods and services, the reasons for these 
errors should be discussed and the errors corrected. 



2. Complete frames 6, 7, 8 



3. Homework - frames 9 and 10 



Day 4 

1. Clarify any problems with regard to frames 9 and 10. 

2. Complete Frames 11 and 12 during classroom discussion. 

For item 3 of frame 11, class responds with at least four examples 
of wants from Forster story and categorizes them as physical or 
psychological. Class also identifies passage list in short-term 
behavioral ob j ective No . 5 . 

If item 4 is used, class identifies the moral of the story. They 
should discuss whether the Devil, represents man’s evil nature* or 
whether it is simply man’s nature and has nothing to do with good 
and evil. 



Page 3 
Lesson Sequence 



• * . ' ■ : ? j : * • 

For frame 12, the five basic ways men have tried to make resources » 

..wants are;.:. . t.-, .. , r , ; r • ..... 

1. They have tried to increase the amount of scarce resources. 

.2.. They have tried to produce more with the resources available,. A 

3 . They have taken what has been produced and; divided it. sp that it 
satisfys more wants. 

4 . They have tried to produce different things which provide more satis- 
faction. 

5. They have tried to limit the number of wants. 



The economic goals of our society are: security, freedom, justice, 

progress and efficiency. 

Our first definition of economics is: 

Economics is the study of how men have tried to overcome scarcity, 
by making resources « wants. 




o ; 
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LESSON NO. 2 






PRODUCTION SPECIALIZATION 
, 5 DAYS P . : 



' i • n*: r 



Table of Contents and Specifications 
Instructors Materials . r ; =. / 

1. Content sequence 

••••if; 2. Lon^-ferm behavioral .objectives 

s . 3. Shoft-term behavioral objectives 1 -• :r * ■»;. 

4. Summary chart - content and 'objectives . 

5. Lesson sequence chart . : .l ■ . 

6. Lesson sequence 

7. .Film - Production 



Equipment Needed ■ 

lir : 16 mm. film projector • : 

2. Paper, pins, and stapler for production demonstration 

Student Materials 

"1 ■■ ;• .• •• i/.': • ' • • .■ •• •• r., ( ... .Pr 

1. Program on Efficiency .. .. . i . 

2. Worksheet No. 2 

3. Program on Absolute and Comparative Advantage : 
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LESSON 2 - PRODUCTION SPECIALIZATION CONTENT SEQUENCE 

4 ; . * ' .’ * 

1. To close the gap between wants and available goods and services, 
men have persistently tried to make more efficient use of pro- 
ductive resources. 



2. This requires the choi.ce of the most .efficient process of pro- 
duction. In order to make a rational choice, it is necessary 
to calculate the production efficiency of each process of pro- 
duction, to compare their efficiency, -arid’ to "calculate- -the rel- 
ative efficiency of each process. 

.■r.u: J 

3. Production efficiency is a measure of how much output is obtain- 
ed for some unit of .input, e.g., how many gears are produced 
from a ton of steel. An important measure: of efficiency is 
output per unit of labor input, e.g., output per man hour. 

4. When we wish to compare the efficiency of two operations it 
is convenient to use money as the unit for measuring inputs. 

The cost of all the inputs equals the cost of production’;, By 
using money to measure all the inputs, it is possible to, cal- 
culate how m-ch output is obtained for each dollar of iiipiut, 
regardless of what the input is, or how much each unit of out- 
put costs. The process which yields the lowest cost per unit 

of output is the most efficient method of production. 

• , > / ; 

5. The most important way production efficiency (productivity) is 
increased is through specialization; 

6. The three kinds of specialization are: 

a. Resource specialization — i.e., the specialized use of labor, 
land, or capital to produce one product. 

b. Division of laborV Specialization of the production process 

c. Use of capital — ^ 

7. In resource specialization, inputs are used for special products. 
This kind of specialization occurs when only one kind of crop 

is grown on a piece of land, or when an individual takes up a 
specialized occupation, i.e., carpenter, electrician, or surgeon. 



8 . 



■} 



V 

k 

v 






Division of labor occurs when the process of making a product, 
e.g., shoes, is divided into many steps. Instead of one man 
making the whole shoe, the task is divided so that one might cut 
the leather, another stitch the uppers, another sew in the welt, 
etc. Often, this kind of specialization involves the division of 
a production process into a series of operations so simple that 
they can be handled by workers with little or no training. Thus, 
the division of labor, using assembly line techniques, made 
possible mass production with unskilled or semi-skilled workers. 
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10 . 



11 . 



12 
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13. 



14. 



The use of capital Is the us.e.of tools, machines* and build 
ings to ^pb tain greater production efficiency... These capital 
goods range from simple things like rakes .^and,, types .to giant 
electronic calculators, factories and office buildings. 

Without capital, labor efficiency could not improve greatly 
and productivity would always remain low.,.. The diyision of 
labor tends to create the need for special ..tools (capital 
goods) and these tools create a need for even greater divis- 
ion of labor. Thus, specialization o£, all -the fetors of 
*} production is a constantly self-reinfQrcitig. process. 

When capital goods are used, we say that, production is round- 
about. It is round-about because production takes place in 
two stages, first, the capital goods are produced, and second 
the capital goods are used to produce consumer goods. 

Specialization, maximizes output by having each factor of pro- 
duction (man, p,iece of land, capital goods) produce what t 
can produce best. We can calculate which factor should do 
which job by using the Theory of Absolu te and Comparative Ad- 
vantage . 

Because factors of . production are not perfect substitues for 
one another (they are. not completely interchangeable) , any ° ne 
resource can help produce some goods or services more efficient- 
ly than it can;-produce others . 

The theory ,vOf absolute and comparative advantage proves 
that output is increased through the specialized use of the 
factors of production, and it provides, rules for determining how 
to allocate resources between jobs. 

When a factor is a more efficient producer of a particular out- 
put’ than another factor,, the factor is said, to have an absolute 
advantage in producing that, output. . 

When one factor is a more efficient producer of two or more 
outputs than another factor, the theory of comparative advantage 
! applies. Even though the first factor can produce both outputs 
more efficiently, than can the second, factor, production is 
maximized by haying each factor produce that output for which 
■ •it has a comparative advantage. For .example,, assume; (1) two 
factors A and B, .and two outputs X,an4,% ,(2) t^at factor A can 
produce both X and Y more efficiently than can factor B. Then, 
..in. order, to maximize production, ass.fgu factor. A to the outpu 
for which is has the greatest advantage oyer • factor B, assign 
factor B to the other output. If factor A has the same advantage 
over factor B for both X and Y, there is no comparative advantage 
and output will be the same regardless of how the factors are 
assigned. 
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15. When the theory of comparative advantage applies, the 
assignment of production, factors to outputs can bid 
made by computing the efficiency of each possible pro- 
duction process, relative to the other production ■ proc— 

"'esses. . 

16. Whenever we calculate the cost of a given output in terms 

of the other outpiits which could be produced by °thd factors 
used in producing the given 'output , we are calculating the 
'alternative cost of the giveh ; output . *' ,! ' J 

For example, if an acre of land can produce either 10 
bushels of wheat or 20 bushels of corn we can express 
the alternative cost of wheat or corn as follows i 

1 bushel of wheat costs 2 bushels of corn 
• ot 

1 bushel of corn costs 1/2 bushel of wheat. 



17. When ah output is produced in accordance with the' theory 
. . Qf comparative advantage it is produced at 1 the 'minimum 

alternative cost***'!' ‘ 1 , 

18. In any productive process which combines two or.itiore 

. factors, one of which is fixed, there is a limit to the 
efficiency of, production. ‘As factors of production are 1 - 
added',, at cbme point' the resulting increase in output will 
be smaller fot each additional unit of input'. • Thih situ- 
ation is described as the law of diminishing returns. 

F.br' exhthple , assume , for a given output that 

- . " ! ’ CL ' • V- i ’ s 



•’ i. it is produced in a limited space, and*; 

2. efficiency of production can be increased' by the 
addition of labor inputs 



. / 1 r 



teen, at some' point, 1 ' additional labor Inputs will 'bring 
smaller and smalle# increases in output because as : men 



are added to the limited space there will finally be so 
many of them that they. will get in each other's way. 



The law 'of diminishing returns can also be shown by 
: ,.jl illustration of growing potatoes in a flower- pot. One 

.. .^ r . ' ' ' potato plant will' produce a given weight of 'potatoes, and 
* v . two potato plants might * produce a slightly greater weight, 
but three plants will produce less than one and four or 
' ' ! more would probably prciduce no potatoes at all. 

' ' ' Economists ate fond of using this illustration to show 

thatJif it were not for the law of diminishing returns, the 
world's food supply could be groWn'in a’single flower pot. 
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LONG-TERM BEHAVIORAL OBJECTIVES 

.4 . :.* J . i ( .< ' 



The student: : ‘ ■•.>: 

1. Given data on one input and the levels of output of a production 
process, will calculate the productivity ratio for the one input. 

i l , 

2. Given data for a series of different production processes for 
the same output, which gives the ’ dollar coats of using different 
inputs, will calculate the dollar cost of the output for each 
production process (set of ^inputs),.* and ranks* the production 
methods in descending order of cost (efficiency) . The data will 
include irrelevant information. 

* i * 

3. Given examples of each type of specialization, will label them 

as examples of 1) resource specialization, 2) division of labor, 
of' -3) use of capital, or 4)’ .combination of 1,2, or 3y and will 
describe why productivity i&' increased in each instance. 

4. Given data on the productivity of./, two- inputs producing two out- 
puts, calculates the efficiency of each production process, rel- 
ative to the other production processes^ calculates the pf altern- 
ative costs for each production alternative, and chooses the 
most efficient allocation of inputs. 

: 5. Given examples of absolute and comparative advantage labels them 

; correctly; ■ 

• •' • : / *.. 

* 

6. Will write a one sentence definition of;, alternative cost which 
states that the cost of any given output can be expressed in 
terms of the alternative outputs' which could have been produced 
with the same amount of inputs' used, to produce the given output, 

f '-1 * # ' ; * 

7. Given an example of a production process with an increase of 
units of • one input and a decreased in* the additions- to output, 
will label it as an instance of tKe'jilaw of .diminishing returns. 

< ♦ ‘ * ** ■ ' > i 

Will, in own words, define diminishing returns. ;( additions 
to output are less for each additional unit of< tone .given input) 
and given an example of diminishing returns 1 * and. why , in this 
example, returns diminish, e.g., workers get in each other’s way. 

' Given data on three production processes,-, one .'.Of which 
shows diminishing returns, will chose the one... showing diminishing 
returns and indicate at which level of input diminishing returns 

set in. *. 

• . * • * 4 • 

. * * « • , * 

• 4 £ • 

**• * 4 * . M* .i . . 2 1 * . * * 4 | 

• '<'V ’ * 
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SHORT-TERM BEHAVIORAL OBJECTIVES 

‘ ' i '• .1 • . . . ' ■ • • 

The student: 

1.2. Given appropriate data on production alternatives. 

a. Expresses productivity ratio in simplest form 
•for selected inputs. 

b. Identifies from alternatives the definition of 

• "total productivity." (Alternatives to include 

‘ • • definition of "one-factor productivity.") 

. * l , * • ‘! 

!-.ul c. Expresses total productivity in simplest form. 

, * ■■ * * . { . * • * 

d. Calculates relative efficiency of two production 
alternatives after reducing data to obtain total 
• r productivity, for each- alternative*.. .. • >b '• 

'.} •• i .’i > ’ <• ••• 

5 i .. • Given* data -On output and input for one. production alternative 

and ‘the' :, tblative efficiency of a second '.production alternative, 
calculates the output of the second alternative for a given 
•-:5- input. '• : (The input specified for Alternative -2 to be. ix* similar 

units but- different quantity from that of Alternative 1; e.g., 

Input 1 ialght' be in "per ton" while Input 2. is ! 12 tons). 

* * * • . . * 

3. Given a table with headings and after seeing the film on pro- 
duction. 

, ‘\r. i a 1 .’ ' List at 1 least six examples^ of specialization in production. 

b. Specifies the measure of productivity for each example. 

c. Explains why each example increases productivity. 

‘ d. Labels each example as an instance of: . : ; ■ ' 

• < i . 

t ! • • « • * 

• . (1) resource specialization .* • 

‘ (2) division of labor 

(3) use of capital 

• t • t » * * • * * 

• 4-6. Performs -a specified production task, .with varying labor and 
. ^Capital j inputs, and records inputs and outputs on. a schedule. 
From this recorded data, induces: 

• > . • •• a;^' r effact. f on output of various inputs 

b. "effect on output of. division of labor and use of capital 
• ! c. 1 the law of diminishing - returns 

7. Given a "word problemV.involving both absolute and comparative 
* advantage: * 

• a. distinguish between? them by identifying examples of each. 

b. calculates which production alternative has the comparative 
advantage by comparing the relative efficiency of two 
alternatives . 

c. identifies the pairing of production means and outputs which 
maximizes production by use of comparative advantage. 









6 



Given a n word problem" involving production means A and B. , 
their outputs for one production activity a^ and b^, the.', 
output a2 for the second production activity, and absolute* 
advantage for A in both production activities * 

*- a. state the maximum value of b£ 

b. calculate the maximum! value of b2 if* B has the compara- 
tive advantage in activity a. 

8. Given data on two inputs and two outputs, computes alternative 
cost of each output. 

9, Given data on a production process with varying inputs and r . 
outputs, which is an instance of diminishing returns, calcul- 
ates a production schedule, identifies tne production p^o'Cess 
as an instance of diminishing returns and identifies the .level 
of inputs at which diminishing returns become operative. 
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CONTENT TEACHER VISUAL 



Efficiency: 1) Meaning, 2) 
Ratios , 3) Inputs-outputs ,, 
4) Man/Hrs. 5) Identify and 
compare ratios, 6) total 
productivity (total cost as 
measurement of input) 

DAY 1 


Explication of particular 
frames of program for 
students who to meet cri- 
terion level on test, of 
Program 

5-10 min. lecture de- 
signed to relate program 
to film and to remainder 
of lesson 




Specialization 

1. Resource specialization 

2. Division of labor 

3. Use of capital 

DAY 1-2 


Aid students in completing 
Frames 1, and 2 


Film on Pro- 
duction 

Specialization 


Absolute and Comparative 
Advantage 

DAY 2-3 


Relates program to film 
and reviews program 




Organization of Production, 
Diminishing Returns 

DAY 3 


Organize production demon- 
stration; aid students in 
completing Frame 3. Aid 
students in completing 
Frames 4-8. 




Alternative Cost 


Discussion of theory of al- 
ternative cost and aids 
students in calculating al- 
ternative cost. 

Aid students in completing 
Frames 8, 9 and 10. 
Administer self-graded test 
on Lesson No. 2. 
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WORKSHEET 
and/ or 
PROGRAMS 

• * ! <* * •* • 

* * - •'»*•**■ 


HOMEWORK 

t “* 


EVALUATION 


Program on Efficiency 

.,-h »■ :• 


Following end of lesson 
No. 1 

Program on Efficiency 7 ., . >j 

“.{* . .ft ‘ ■{*.> i 


Criterion test on 

Program ” 

« 

}•*( . - 


Worksheet : 

Frames 1, 2 - analyze 
film for types of 
specialization, measure 
of productivity, and 
reasons for increase of 
productivity 


. . f . ‘ • M • 

Worksheet : . : , - F . . . • 

Complete frames..!, and . 

2 if necessary 

• ' • 

! * *> '! t «• 


Fram 63 5 and 6, 
self-graded test on 
Lesson No. 2, and 
Unit I exam. 

'.h < ' * # 


Program on Absolute and 
Comparative Advantage 


Program .on Absolute and 
Comparative Advantage 


. Criterion test on 
• Program 


Worksheet : 

Frame 3 - students 
construct production 
schedules from pjpor.. 
duct ion demonstration 

i • - ■ • * „ #/■ * * i 

* * » *• * t* f °» ■ 

* *4, V 


. . • » . 

Worksheet : 

Frames 4-8 . . i : .- t 

M 1 », 

• . , « * * » ► / 

* # * » 

• • i 


Self-graded test and 
.Unit I exam 

i ■ • 

. .) i . 

* ♦ t • • 


« S * ■* * 

Worksheet . , 

Frames . . 

,v ) \ i : . 


9 « • 

- i * 

. . •_* i 


Self-graded test and 
s Unit I exam 

* c * % 

< t ' 


V J!h .i ’’ \ * ■*.: 

Worksheet: . 

Frames,* 8,9,, iand . IQ,?- , prob- 
lems on absolute and com- 
parative advantage, alter- 
native cost, .and diminish- 
ing, re turns. ... •; * 


, , * 1 * ' * 6 ‘ * # 

• * t* 

- * • f * 

*# * 

* * * 

i , * 

• . ;.j i 

« : * i 5 ’ 


, * 
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*=* a *. ■■ , t 

* 1 • * * * 






I 

r 09 







vjifrtartf 






i 















Hi- »*■'. 



■*>* v*- 



*-Vr f vv ; r : 






LESSON 2 - PRODUCTION SPECIALIZATION 



LESSON SEQUENCE 



. f # . l *’" 

I« * * •!.' ■— 



Da y 1 






■\* . 



1. Homework for night before the first day of the lesson is the 
program on efficiency. 



Begin -class with a ' review discussion - of' the efficiency program 
d >r j; , : t:o - ns ^ re that an y rois conceptions, are clarified. Relate pro- 

{•. ^ b y tilling, students to think of the efficiency^’ 

... ,p£ the ; various production processes . 

• i *• • • .«i v . . . *•; ^ * , • r{ ' r m •-?; • . r- \ . ' 

3. Show film on specialization. . .* \ • 

4. The remainder of the period will be spent on the worksheet 
which provides for a discussion and analysis of the film:' 

The purpose of this discussion is to enable the class to 

complete a table (Frame 1) for homework which analyzes the 
the film by: 

•***.*. 'specialized '^roductlofi''' ? v ' 

b. giving the appropriate measure of productivity for each 
example 

giving .an explanation for the causes for increased 
Productivity in each example. 

The answers to these questions can be organized in. a table 
like the one given below. In order to help the students ’l. ; 
carry out the analysis 9 the teacher should ask questions 1 
similar to the following: 

1. What major developments were shown in the film which 
made possible increased productivity of resources? 

2. For each of these changes in the method of production: 

, ; \ . ■> , . ; a *; How would you measure the increase in productivity? 

. . , h • What causes the increase in productivity? V 

3. What term is used to describe the changes in the method 
of ; production which increased productivity? (ans: 
Specialization of production) . 

4. Were there any kinds of specialization left out of the 

film? (ans: trade between countries or. .regions to ex- 
change commodities which are not available locally, 
automation and cybernation). ‘ ! ! ' : 

In preparing students to complete the table, the teacher might 
assist the students by filling in the table for one or two of the 
examples. As a guide to what is desired, the table below is com- 
plete for serveral examples. 
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Analytic Table 
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Major developments 
increasing productivity 


Appropriate 
Measure of 
r ... Productivity 


Explanation of .the causes of 
the increase in productivity 


Age and sex specializa- 
tion ... 


output/man-hr . 


[ • 1 •*; ; ’’ ' ■ ' 

physical traits are different 
•• People are not ; perfect sub- 
' stitutes for one another. 


Domestication of plants 
and animals 


output/ man-hr . 
output/acre 
output/seed 
output/ animal 


Genetic changes in plants and 
animals, taming and training 
of animals; reorganization of 
production; using different 
animals and plants for spec- 
ialized purposes. 


Skilled craftsmen 


output/ man -hr . 
quality of pro- 
duction 


Training and experience (ap- 
prentice learns the secrets 
of the craft) ; use of spe- 
cialized tools 


Division of labor. - 
needle factory production 


output/hr. 
output/man hr. 


Break down, process into 8 
tasks; each man learns one 
task well; shop is organized 
to save time. 


Mechanization 


•etc. 


etc. 


Assembly line 


etc. 


■.etc.-:,. 


Standardized parts 


‘ etc, • ... 


etc. •. '»••! ' 


Specialized industries 


etc . 


etc. 

. j \ 


Round-about production 

1 , j ' t * * 


etc. 


etc. 


* # <•* / J • - 4 

:jo- f i •>:.«'« ■•".I n 

‘ 1 ’ i 


, • i 


*' ’ • ' » t * ’ » • 

•» f ! * t ♦ 
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~1- Answer student questions, m. Txme .1, 

2. COmjplete Frame 2. ; v ' ..... 

v *,* .v. : • ■ * •-'«* !, « 

, ' * •• * i * * * ‘ 

.. Frame_2 - continues. .this, analy s is„..by . requiring... the students ..to 

place the examples of specialization, listed in the table, into 

three categories, grouped according to the reasons why these ex- ’ 

amples increased productivity. The students will then write these 

reasons in their own words . 



• 3 , • 












When Fratote 2 is complete, students should be given the pro- 
gram, on absolute and comparative' advantage. This may be ,v? ‘ 
started- Jin' class and any 'frames' which are not completed should 
be- assigned: as homework. ' r;r 

The- program on absoulte and comparative advantage gives the 
theoretical justification for specialization.: In the film, 

the students will have observed instances of specialization 
which ^icleafiy illustrate- absolute advantage. The : review ‘ 
discussion of the program whiich begins Day 3 should include 
references to well known instances of comparative advantage, 
e;g., showman Billy Rose was the world's champion typist as 
well as a remarkable able producer of ‘ Broadway shows. 
Obviously, it paid him to .hire a typist much less able than : 
himself to do .his typing While he produced’ shows. ” : ; 



Dev 3 



1 . 



Begin class with a short review discussion of the program on 
absolute* and comparative advantage. 



2. Complete- Frame 3 



Frame 3 provides tables for constructing two production functions 
which will be derived from a classroom demonstration. 

PRODUCTION DEMONSTRATION 

*• « ■ ••»*#*. ** * 

The purpose is to enable the students to demonstrate to 
themselves the relation between input and output in a production 
process, the effect which specialized production has on pro- 
ductivity. In this demonstration, specialization is introduced 
into the production process by: 

1. the division of labor 

2. the organisation of labor 

3. the use of capital goods 

4. individual differences in skill 



The dembnstration will consist of one simple production process, 
performed with and without the use of a unit of specialized cap- 
ital equipment : 










9A 



A. 



vj r:c .v •? ,* 

: •!. tr.-H.tb ■; . 



without specialized capital - collating six sheets of 
paper, pinning them together, underlining a caption on the 
top sheet and placing pinned sheets in a pile. 



***** 



Bi.r With specialized capital - same process except that the six 
.. L. . .... :.sheets are stapled rather than pinned. 

)«»• |M •• • ^ < 

The data from this demonstration will be entered on two tables 
,. „„.(shown below) placed on the chalk board. These tables will 
provide^' the data for constructing production functions for the 
. two. .production processes . They will show the functional rela- 
tionship between varying inputs of labor and output. 
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Process A 

,.<Pi*¥0 . .. 



Number of 
workers 



■i r . 



Total output 
production 



Process B 
(stapler) . 



» ..■ 



Number of 
Workers 



Total output 
production 



2 ‘ ; ; 

3 

3 A* 

4 

4 A* 



group 1 group 2 ave , 



i i • : 



• # i .* .• 

—J - 



. group 1 group 2 ave , 



• V ? , ! 



, ' * • ■ ! ' Vi i 

i . t/ • • 






* The A indicates a change in the organization of labor. 

At the completion of the demonstration and post discussion, the student 
will be able to analyze a production function, when given in tabular 
form, and write: 

1. A description of the functional relationship between inputs and out- 
puts - the production function. 

2. An explanation of the relationship. 

3. A general statement of the relationship of specialized production to 
increased productivity through the: 

a. division of labor 

b. organization of labor 

c. use of capital goods 

The teacher should prepare for the demonstration by dividing the class 
(assuming a class of 25-40) into two equal groups. Members of one group 
will perform production process A, the other B. 

Equipment needed is: 

1. Table space, or a series of desks placed in a row, upon which six 
stacks of paper can be placed flat to allow for easy collating. 

2. Table or desk space, immediately adjacent to the collating area, at 
which three students can set and: 

a. straighten papers 

b. pin or staple 

c. underline captions with pen or pencil 

d. pile pinned or stapled sheets of paper in piles 






wmmmm 






r 
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The students must be able to pass the work easily to the next ’ 

•*» * . -v • . . * . « • • * j * . * - » * * ( s » f 

student. 

. \ • • !• » • • ; 

3. Two boxes of pins and two sturdy, well operating, staplers^ filled 

• ‘ with staples'.' 1 11 ‘ ‘ J ’ ’ 

•. • * • .•?. v . . -S.-fi-l 

4. At least 1,000 sheets of paper with some printing on them i^hich 
"can be underlined. Surplus ditto memos, etc., work very Well. In 
order to use the sheets of paper several times, it is necessary 
for the students to unpin or unstaple the sheets after a production 
process has been completed. 

The demonstration should begin with process A, and after the students 
have understood that, go on to process B. 

Demonstration of Process A 

1. Place tables on the chalk board: 




[ 



Process A 
(pins) 



Process B 
(staples) 



Number of Production 

workers 1st 2nd ave. 



Number of Production 

workers 1st 2nd ave. 




1 

2 



3 



3 




3A 

4 



* ' 
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2. Set up two production lines in the following way. Place six piles of 
paper, in a row on table or desks and a box of pins at a work space 
immediately to the left of the row of paper. The purpose of having 
two production lines is to compute an average total output for each 

. . process^ ? Individual differences in timing will be significant, per- 
i‘. ;haps large enough to hide the effects of specialization and diminish- 
' .}■ „ ihg returns. To save time, set up two production processes and run 
both groups together. 

3. Show the students the process of collating six sheets of paper, 
straightening, pinning together and placing them in a neat pile. 



■ ■ - J 
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4. Each demonstration should last for two minutes. One student should 
time the operation, oiie student should record the results ; on the 
table on the chalk board. 

5 . " : In order to avoid the effects of learning on the efficiency of the 

workers, if possible, no student should perform any one task twice. 

6‘i ;1 fhe follbwibC tables show the recommended organization Of production, 

“ \? •/-, .* A’S .. •••••• • • * * 



a *#*• * J * , ' a* >'i 
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PROCESS A 



Number of Workers 



Description of Production 



: 1 



. it 



Description of Tasks 



i 



1 all operations 



2 • is: 

• . . * , . \ 

•• ■ 

. . •:* ;/*. * 


1 collates and 
• • i straightens and 

underlines 

•• v, .m . 1 pins- and. piles 

-f- 


3 * 

t 


1 collates 
1 straightens 
1 pins, underlines 
and piles 


3 A 


1 collates 
1 straightens and 
underlines 
1 pins and piles 


4 

1 . - ,-r * . 

* • .i 


i * 

1 collates 
1 straightens 
1 underlines 
• * • 1 pins and plies 


#**' ,* ^ i i i • ’ * 

4 A v * • - 

« • * «?.*-• * 

'* ... • - 4 ; *; 


1 * ' • ' i t* 

* ; 1 « collates 

. ,* * * ,..*1 straightens and 

;i‘ underlines 

. » ... , 2 pin- ,an 4 i pile 

*•; • . i t *v .|n *■* 


• * a v * » ( #* * / # 

. . * . «* ' * <# 1 a ( \ B J V * * 


4 *« a . • »*. % i . • . i / .*.*.] *• . *’* 

• * • <•» * a* t i < ■ • • l/iiai' • * 

i :>n> * ’.>»*. :i r". * • Is,-/' u *• 
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PROCESS B 



•U 



Workers 


• Tasks , . 


, s « 

1 


all operations 


' ‘ '« *«* ‘;*» ■ • . ■ ' «•. * : f S 1 

2 ; . 

**'•** * 1 # * • « * 

« «*'’•** * * * * * 

■ ** * *.«' "« *m.K ’ . <• A • • 


1 collates 

1 straightens, staples 
underlines and piles 


3 

• . •• 

s 

#* >.\u* .*?«, .« *. : * i *«*»•# 

* j I* j '*M\**' */ ■ * * # i*u J '. i *♦ ,* 1 1 *. ' . 


2 collate and straighte: 
.1 staples, underlines 
and .piles 

. \ ... >xl v* 

t • . * } . 


3 A 

. * , •* ' 4 • »',<* 

< % 


1 collates 
1 straightens and 
places under stapler 
1 staples, underlines, 
. and piles 


* * 

4 


2 collate 
1 straightens • 

1 staples, underlines, 
. and piles 


j 1 . 1 # « , 

. i .1 *. »*» *. »?: . 

4 A 

« * 

*« * • * , » , » j ’ . ^ f • 

*.< • f . ^ . \ ? « * • • l * ! , # « • \ * 


2 collate . .* , 

1 straightens and 
places sheets under 
staplfeV..... 

1 staples, underlines 
and piles 



» ’ »■< * 

/ J» ./ ; 



2 collate 

2 straighten, under- 
.. line .and place under 
k: stapler 

1 Staples and piles 

>1. •■in- '■ 

< *- •*» * 

* * *%J Ui M * ~ 
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The class has constructed two production tables which should show 
the following: 

1. Increased production per man of labor (output/man) due to-, ;, 

a. use of division of labor 

b. reorganization of labor 
. jt . r c» use of capital goods 

2. In the stapler production process decreased production per man at 

" high levels of output due to diminishing returns with the addition 
of man 4 is less than the added output from the addition of .man 3, 

. . . (you should not get diminishing returns when using pins unless the 
work space represents a fixed capital item which places a constraint 
on output) . 

. It is important to confine this demonstration to 30-40 minutes so 
* V that at least the last 10 minutes of class can be devoted to comple- 
, tiori of Frame 4, which summarizes the causes of the differences in 
productivity of the alternative production procedures demonstrated 
in class. Students should be assigned Frames 5, 6 for homework. 



Day 4 

, * ... ,1. Devote first 15 minutes of class to checking the homework assignment. 

2. Complete .frames 7 and 8. 

3. Any unfinished worksheet frames should be assigned as homework. 



Day 5 

■ • . r * 

1. Complete Frame 9. 

Frame 9, on alternative cost should be completed during a discussion. 
‘Before the students fill in the first blank, the instructor might use 
the fallowing sequence of review questions: 

* • 

j Look at Panel I 

• ,1. Who has an absolute advantage in producing arrows: B 

2. Who has an absolute advantage in producing axes? A 

3. What is the relative efficiency of A as compared to 
B. 

(a) for making arrows? .8 

.. (b) for making axes? 1.2 { 

c . . t 

4. For maximum production, A makes the product for which he has 
. the higher/ lower relative efficiency. 



• * * ' 

5. Thus A makes ? axes 

6 . B makes ? arrows 
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LESSON NO. 3 



EXCHANGE, MONEY , AND CREDIT 



7 DAYS 



Table of Contents and Specifications 
Instructors [ Materials 

1. Content Outline 

2. Long-Term Objectives 

3. Interim Objectives 

4. Summary Chart - Content and Objectives 

5. Lesson Sequence Chart 

6. Lesson Sequence 

Equipment Needed 
None 

Student Materials 

i . • 

1 . Worksheet 



\ 

I 

\ 






| 

£ 

s 

i 



p 





i * 




BBS 



LESSON 3 



CONTENT OUTLINE 



ECON 12 Unit I 
ISSUED FEB 1966 



I. Exchange 

A. Need arises fron existence of specialized production' ‘ 

B. Requirements of exchange 

1. Place of exchange - market 

2. Technique of exchange 

a. barter 

b . m jn.y 

C. Barter - exchanging things for things 

1. Found in all p re-monetary societies 

2. Inefficient, because-: 

a. matching bu;er and sellar difficult 

b. tine consuming 

c. multiple prices for each item 

d. accounting and recording of transactions extremely 
complex 

D. Money exchange - solves problem of barter inefficiencies 
II . Money 

A. Money is an entity which provides a commercial service. It 
increases the efficiency of exchange by ranking easier the 
matching of.’ 

1. buyer and seller 

2. borrower and lender 

3. saver and investor 

B, In order to provide these commerical services money must per- 
form certain functions and have certain qualities 

1. functions 

a. medium of exchange - generally acceptable in all 
commercial transactions 

b. unit of account (standard of value) accounts of all 
transactions kept in terms of it and thus it expres- 
ses the value of all assets 

c. store of value - it can be held for use at any time 
and represents a store of purchasing power or a 
store of command over other assets 

2. Qualities 

a. scarce - in order to function as a standard of value 
and a store of value, money must be kept scarce. This 
can be done in three ways Money can be made of an 
entity which is scarce: 

(1) naturally, like gold and silver 

(2) because of the high cost of production, like 
wampum in an Indian economy 

(3) because its creation is controlled by a political 
authority, like the control which the U.S. govern- 
ment exercises of the money supply 




'SSSSiSm 



b . Convenient 

(1) durable - stand wear and tear of many transactions*, 
and not deteriorate when stored 

(2) easily portable and allow exchange to occur at any 
place 

(3) easily stored • ' 

c. In all countries with modern economics, an entity, to 
function as money, must be declared legal tender (i.e., 
it is legal to use it in commerical transactions) . 

d. In order to maintain its value and to function effect- 
ively as a medium of exchange the supply of money must 
vary as the level of monetary transactions rises and 
falls . 

. The U.S. money supply 
1’. coins 

2 . currency 

a. Federal Reserve Notes 

b. Silver Certificates 

c. United States Notes (greenbacks) 

3. demand deposits in commercial banks, i.e., checking accounts 
upon which checks can be drawn 

D. Money and its relationship to purchasing power i 

1. In all monetised economies, the preservation of households 
and firms depends upon a regular flow of purchasing power - 
i.e., money with which to make purchases. 

• 2. In the U.S. there are three legal ways to obtain the neces- 

sary flow of money into a household or firm. 

Households • ‘ 

a . Income 

(1) wages and salaries 

(2) rent and interest 

(3) profits 

b. transfers of assets - any non-monetary asset, e.g., stocks, 
bonds, real estate, capital equipment, jewelry, art, can 
be sold for money 

c. credit - households can borrow money for consumption 
Firms f 

a. Income from profits 

b. Wealth transfers 

c. credit 

(1) short-term loans for conducting usual business activities 

(2) long-term loans for capital investment 



‘ : Credit - money is scarce and it is distributed in such a way that 
some people have more than they want to use and other people have 
less than they want to use. Those who have less money than they 
want to use borrow money; Those who have more than they want to 
use lend' it. A person's willingness to lend' money is based upon 
three things: 
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1. the rate of interest which the borrower is willing to pay 

2. the length of time until the loan will be repaid 

3. the credit of the borrower, i.e. s the reputation x^hich the 
borrower has for fulfilling his financial obligations 

The word credit refers to all of the ways in which people can 
borrow money. When a person has credit, he can borrow money. 
Thus, Credit provides a general, or specific command ever money . 

Credit is one of the things which has made possible the 
enormous expansion of the U.S. economy. It has performed three 
major functions 

1. it has provided business firms with money for the usual 
conduct of business 

2. it has enabled business firms to invest in he w productive 
capacity 

3. it has enabled the individual households to increase their 
level of consumption and thus induce an expansion of product- 
ion, 

.In order to understand the remaining part of this outline, the 
following definitions are necessary. 

1. financial asset - 

- * * t t * . . , 

a. _. currency , or .bank balances 

b. bonds .- issued by business firms in return for the loan of 
money 

.. c. f stock certificates - issued by business corporations in 
payment of money to the corporation . They represent a 
partial ownership of the corporation. The holder of the 
stock certificate is entitled to chare in the profits of 
the corporation. (Most people hold wealth in the form of 
financial assets) . 

2. financial liability - when ever a loan is made, the evidence 
of the loan, bond, stock, etc. is an as set for the lender and 
a liability for the borrower. Thus monej owed to a bank for 
a loan is a liability for the borrower and an asset for the 

.bank. A bond is an asset to the bond holder and a liability 
to the corporation which issued it. Currency held by the 
individual is an asset to him and a liability of the U.S. 
Treasury. For every asset there is a, liability cf exactly 
the same value. 

f inanci ai capital — same as financial, asset , a synonym for 
wealth ... 

financial investment - the purchase of financial assets or 
capital 

real .investment - the purchase. of new capital goods, or the r 
improvement pf any factor of production, for the purpose of 
maintaining or increasing productive capacity, 
saving., - alj investment is made from saving. Saving is that 
part of current, income which is not spent on current consump- 
tion * i ' v ” : 



3. 



4. 
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7. real capital - any capital good, or any improvement in a factor 
or production. Re&l capital is the tock of wealth created by 
real investment. 

8. liquidity - indicates the relative ease with which a financial 
asset, or a physical asset, can be exchanged for money. Money, 
which is completely liquid, is the standard by which liquidity 
ls : measured. The easier it is to exchange an asset for money, 
the more liquid it is. Liquidity depends oxi t 

a. the t im e and trouble required to convert an asset into 
money 

b. the probability of converting an asset into money at its 
market value 

A. 1. Consumption by individuals borrowing for present consumption. 

Interest is paid and principal of loan is repaid with anti- 
cipated future income 

a. loans from financial institutions 

b. installment buying ;; 

c . use of credit cards 

2. Conducting usual business activities by firms, Interest and 
principal of loan are self -liquidating through business activ- 

ity 

a. loans from financial institutions 

b. loans from other business firms 

3. Investment - creation of new productive capacity 

a. loans from financial institutions. Interest is paid, and 
principal is repaid from anticipated future profits 

b . loans from the public through 

(1) sale of bonds, interest is paid and principal is re- 
paid from anticipated future profits 

(2) sale of common stocks (certificates of ownership) to 
the public. In return for the money which the in- 
dividual pays to the firm, the firm creates an asset 
which is held by the individual (stock certificate). 

This stock certificate entitles the individual to share 
in the profits of the firm. 

B. Techniques of creating credit 
1. Consumer credit 

a. loans from financial institutions 

(1) banks 

(2) loan companies 

(3) credit unions 

b. installment buying 

(1) credit extended directly by retail merchant - install- 
ment payments made on out st anting balance 

(2) credit extended by financial institution which accepts 
conditional sales contract from retail merchant. Install- 
ment payments made according to terms of the contract 

c. credit cards 

(1) creates a fund of credit upon which the consumer can 
draw 

(2) crecit cards issued by 
(a) retail merchants 
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(b) national credit card companies 
. (c) banks 

(3). .payment of outstanding- balance monthly, or payment 
of a monthly minimum required 
Homeowner credit 

a, mortgages (loans secured by real property) 

(1) banks 

(2) savings and loan associations, insurance companies 

b. home improvement loans 

(1) banks-, - • 

(2) savings and loan associations 

Business ; credit , 

a. short-term loans for conducting business affairs 

(1) .banks . 

(2) pther business firms 

b. long-term loans for capital investment 

(1) loans from investment bankers. 

(2) sale of bonds to public 

(3) sale of stocks to public . . 
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IV. Difference between Money and Credit 

1. Money performs three functions 

a. medium of exchange 

b. unit of account and standard of value 

c. store of value 

2. Credit is command over money. Which is either general or 

specific 

a. general credit - represented ability to borrow money from 
banks and by national credit cards and Bankamericards . 

Can be used to obtain money directly or can be used as 

a general (1) medium of exchange, but it is (2) not a 
unit of account (the unit of account is the U.S. Dollar 
its fractions and multiples) and it is (3) not a store 
of value 

b. specific credit - represents the ability to borrow money 
for specific purposes, e.g., loans to purchase specific 
items , or credit cards and charge accounts which can 
only be used in certain stores. It is (1) not a general- 
ly accepted medium of exchange, (2) not a unit of account 
and (3) not a store of value 
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LQNG-TERM OBJECTIVES 



•Define ’’exchange.' (Answer to include words trade or transfer 
and the phrase or synonym for "of one asset, for another. ) t . 



S? 



State why exchange takes place. (Answer to be to the effect; to 
satisfy wants.”) 

, _ i 

Given alternatives, selects correct statement about why money is 
needed in our economy, (i.e., specialization requires efficient 
exchange, leading to development of money; money's efficiency as 
.a medium of exchange spurred specialization, leading to demand for 
even more efficient forms of money) . 

. 1 • * 

Recalls the three functions of money, (i.e. unit of account, store 
of value, medium of exchange)... Gives example ..of each v 

Given alternatives! recognizes the four qualities qf efficient 
money • Identifies those of the qualities present in examples 
of .primitive money. t ; v*.“ 

Correctly pairs the words (1) income, (2) asset, (3) wealth, 

(4) purchasing power, with examples of each. List to include at 

least two non-examples. 



Given a list of six assets, ranks them in order of liquidity. 
(Assets should be such that student can be expected to make the 
necessary distinctions) . 

From a list containing at least five financial institutions which 
extend credit and at least three others, identifies those whxch 
extend credit; states the types of credit extended by the selected 
institutions. 



Given a list of at least ten examples of real and financial in- 
ventment and of real and financial investment, correctly identifies 

them. 

Asked to name the form of credit which comes closest to fulfilling 
all of the functions of money, answers "credit cards. - States which 
functions of money are and are not fulfilled by credit cards. 



0 
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INTERIM OBJECTIVES 

* * ,5 

1. Define (a) barter (I) 

(b) asset (T) 

2. Given description of a barter system which contains four goods 
and/or services and sufficient information about prices v conr* 
structs a matrix of exchange rates, quotes the exchange rate 

•for' given pairs of exchanges'. (I) 

3. Given alternatives, identifies the three functions of money. (I) 

4. Defines liquidity. (I) 

5. Given examples of forms o£ credit extended by various financial 

institutions, classifies them as (a) general or (b) specific 
credit. (T)_ * 

6. Given the three functions of money, identifies those fulfilled 
by credit cards. (T) 
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LESSON NO. 3 

EXCHANGE , MONEY 9 AND CREDIT 
* LESJON SEQUENCE CHART 










CONTENT 


TEACHER 


VISUAL 


Exchange : 

Reason for need 

Requirements 

Barter 

Money Exchange 

* * 

DAYS 1 AND 2 


Introduce lesson 

Aid students in completing 

Frames 1-4. 

* : » 




Money 

Functions 

Qualities 

DAYS 2, 3, AND 4 


Aid students in completing 
Frames 5-8 




Purchasing power 
Income 
Wealth 

Assets and Liquidity 
Credit 

DAYS 4 AND 5 


Review Frame 9, if necessary 
Aid students in completing 
Frames 10-14 




Financial institutions 
Basic definitions 

Financial: asset, invest- 
ment, liability and 
capital 

Real* investment and capital 
Creating credit 

DAY 6 


Review Frame 15 

Aid students in completing 

Frames 16-20 




True interest rate 
Functions qf economic 
institutions 
Money and credit, today 
•and in the future 

DAY 7 


Review Frame 21 

Aid students in completing 

Frames 22-23 






H 
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The student should then be led to construct a matrix 'which . shows 
the! ‘total number of prices for the five items t as follows.. This 
should first be drawn on tlie chalk board and then copied onto 
their worksheets by the students. 1 



.1 it* 
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Robes 


‘Mats 


Canoes 


Hides 


Pots 


Robes 
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x • 
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X.- • :*■ 


Hides 

\or.v.’ •• 
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• * i 


x -• • * j-: y 

r , , * . - * 


Pots 


X 
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••**,* t 


Nd.' of prices: 4 
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4 Tota! 

* j . * 



Day 2 

1. Worksheet, Frame 4 - conduct classroom discussion which will enable 
class to answer the four questions as follows : 

a. Question No. 1 7 ”3 ,$ 

•• ‘ b. Question No. 2 7 i statement equivalent to "he would have to 
v ~ * trade his tobacco* £6 rribbes,d canoe, or buffalo hides which 
he would store until cooking pots were available.” 

c. Question No. 3 - equivalent to "with, danger of less through 
spoilage, deterioration, theft; fire, fiood, riot, local 
insurrection, or war." 

d. Question No. 4 - "by choosing one item that will? 

1. Reduce the number of prices to five - a standard of value 
and unit of account. 

2. Allow transactions between any two people - a medium pf 
* ‘ ‘ * exchange . 

3. Enable a person to store wealth easily - a store of value. 

2. Read Frame 5 on "Functions of Money; students should answer quest- 
ions immediately after reading essay; answers to be reviewed in 
class discussion. 

Question 1: The coins and currency of our economy fulfil all three 

functions of money. Students might like to consider whether our 
money is becoming less efficient as the purchasing power of the 
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'dbilar ' declines — — an. article bought for $20 fifty. .years ago might 
well cost 10 times as much now. Contrast with the' inflationary 
period iii Gerciany during the 1920-30's when a family’s .weekly food 



bill might call for a wheelbarrow load of currency. 

Question 2: Stone money was definitely a store of value. In some 

degre.G.. it. was a medium of exchange, although its weight made it an 
inefficient money for exchange. The variations. in size and the 
arbitrary value ..accorded to a particular stone because • of the dif- 
ficulty of manufacture rule it out as a unit of account. 

Question 3: Beaver skins fulfilled all three of the functions of 

money. * As a' medium of exchange they were completely adequate. As 
a unit of account they were less satisfactory since they could - vary 
in size and quality. As a store, of value, they sufficed, but they 
: could deteriorate with time and they were also bulky for storage. 



3. v- Answer- questions for Frame 6 in ;c2.ass discussion. 



i * 

Question 1, expected answers: 

Because people are willing to accept our cGins and currency in pay- 
ment for things. 



Because the government and/or law says they are valuable. 

,} * ; Because they are backed by gold and/or silver. Students should 

write answers to question 1 in the worksheet with a note, ‘To be re- 
viewed later.” If the instructor wants a record and has room, he can 
put the answers on the chalk board. 

Question 2, expected answer: Gold and % silver 

Question 3, the only thing you could buy would be $20 currency. .. 

Question A, anything costing $20 or less 
' Return to answers to question. 1 and cross out wrong answers . 

Question 5,. by government control. (Accomplished largely through control 
of reserve requirement and interest rates by actions, of tbe Federal 
Reserve Board) . 

A. Homework assignment. Frame 7. , 

FiXpected answers : 1 through 5 , Ho . ' 

* * * 

Question Qualities implied in earlier answers are 

(a) scarcw, but regulated so as to be adequate for needs. 

(b) portable, convenient, probably , available in several denomin- 
ations. 

(c) standardized 

, , . h f v , i / • 1 * » J * 

(d) ‘ durable ' 

■ * V-'* « r * : ■ 
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i. 



i 



Review Frame 7 answers as' above; summarize qualities of money in 
Frame 8: 

(a) scarce 

(b) convenient (portable, durable, easily stored). 

(c) standardized (in units that make for easy accounting) 

(d) controlled supply 
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Discussion if needed: (a) To function as a standard o£ :^ al “®* JSvJ 

nrnst he kent scarce. This can be done in three ways: (1) naturally, 

as .with gold and silver; C2) high cost of production, as «i« h yampum 
in m India p economy; (3) .control by political authority, as in t 

U.S.» eponomy^t ^ tQ bg convenient, >oney. must be (1) durable to with- 
stand the wear and tear of many transactions and not deteriorate wh 
stroed ; (2) easily portable to allow exchange to occur at any place, 

<3> llflolunction as money, in a modern economy, an entity must be^_ 
declared legal tender (i.e., it is legal to use it in commercial trans 
" adtlohs) , it is highly desirable that its form “ 

be ..easily recognizable, and its units should be leg y , . . 

in “Pgnting) - ntain ^ ^ and co function dffectivgg as a medium 
of exchange, the supply of money must vary as the level of monetary 
transactions rises and falls. 

Elicit in class discussion and write on chalk board the various forms 
of the U.S. money Supply: .. . > . s-: « 

(a) coins 

demand deposits in commercial banks (i.e., checking accounts) 
item (c) may not be immediately obvious to students. Ho »f^r, t*e 
checkire account , • based on money , as it is , has the., f unctio 8 p . 

"" qualit ies^of °money., Its limitations are that checks are not always 

acceptable^ be as a £urth er formofmoney. Th 

certainly fulfil moat of the uses of money and may ^ 

in situations where a personal check is not. But —J ra P°“ant p 
— credit cards are, as their name suggests, a form of credit. Th y 
us ually do not involve direct and immediate exchange of money. 



3.. 



homework assignment , Framed, the program on "Purchasing Power. 
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Day, A ••• 

l. Frame 10: Students should first write their own versionsof definit- 

ions. In class discussion, correct and amplify as necessary. These 
definitions ere contained in the Frame 9 program; if necessary, examples 

J.ji the pr.ogram can be reviewed. 

2., Prime U: . Students read "Assets and Liquidity" and answer the questions; 

(a) 3 apartment house 
X $10 bill 

2 herd of beef, cattle 
4 S.F.. Giants 

„ 5 liner Queen Mary •. 

(b) Honey itself 1£ th orese nt owners, of either 

(c) The. basebaH t team and the liner. t ne ^ ^fficult 

wanted to dispose of them, they wouldprobably find^^difficult 

to (1) place a value on the asset, (2) £lnd a customer. 
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Erame \ 2 \- -Conduct discussion and write -on chalk board the -state- 
: iments elicited.- ,- Discussion -should end with students writing in- 
. answers to the | effect that:- ' '* 

(1) Since : money is scarce, those with less purchasing power than 
they need must borrow from those with more money than they 
have vuse. for at the current time. Credit is one v/ay in which 
we gain command over money .•• * •*’ • * *’ • ‘ 

; (2a) Business uses credit- to: * • ‘ "* ’ 

provide money for the usual conduct of business (e.g., loans 
-m to.fpay weekly wages while waiting for end of month accounts 
. tto.be settled, or to make bulk purchases at favorable rates) 

. invest- in -new productive capacity *(e.g. , loans to buy machinery 
• f -.expected ; to pay for itself * through increased production):. • 

(2b) Individuals use credit to enable households to satisfy wants, 
increasing their level’ of* consumption and thus requiring ex- 
panded production. • • , . * - * * * ‘ 



•< •, ! 
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Students read Frame 13. Class might then discuss: 

(a) What is the overall effect of using credit? 

(b) Why are primitive interest rates for credit typically so much 
higher than those in; our own economy? 

joints to . be' made: •’* 

(a) .- Credit , originally helped give a more even distribution of goods 

and services, particularly of those which were in seasonal 
supply or -which involved specialization in -production. -In 
modern society, credit permits expansion of the economy by 
providing purchasing power based on future capabilities rather 

* than on ? present capabilities. Credit has been the great moving 
force in the -growth -of both industrial and governmental activit- 
ies of the last 150 years. 

(b) The terms of credit are- necessarily based on the degree of con- 
fidence of the lender that his money will be repaid. In modem 
society, a lender* s appraisal of a borrower's character, ability, 
and current wealth has the further backing of legal remedies 
that allow him to enforce repayment of a debt. Enforcement is 

■ • relatively .easy nowadays as compared with enforcement in prim- 
itive -societies . . Thus a -modern lender runs . a lesser risk and 
.this is reflected in the interest rate. • • * * 



The granting of credit is a major business in our society, 
subject to competition like .most other business, with .-the* 
greatest amount of business going to .the company that offers 
the best bargain. 11 ' s * 



As a stimulant to discussion, teacher might offer the following 
quotation and then ask how this policy might be expected to 
affect the interest rate. Would the interest rate be favorable 

• . to the. borrower? - * * i . • - * • ■ ; ' f/' ' 

f-v'-Ift a man’ owe s 'a.'debt - And Adad ; (the god of storm) -Inundate his 
field and-- car ty.awAy' the -produce i or, through . lack of -water, 




# * 



grain lias not grown in the field, in the year he shall not make 
any return of grain to the creditor, he shall alter his contract- 
tablet and he shall not pay the interest for that year.” — The 
Code of Hammurabi King of Babylon, c.2100 B.C. 

The effect' would be to increase the interest rate. At first- glance 
this seems to be a humanitarian law, aimed at protecting the rights 
of the borrov?er. In fact, the situation is more likely to be this: 
Whenever credit' is extended, an element of risk is involved, ' The 
fewer the risks, the more reasonable it is to expect the lender to 
offer a low interest rate. In the case above, the lender has to 
take on the risks that he will receive no interest -payment in the 
event of storm or drought. In the Mediterranean where the Babylon- 
ians traded, these could be very real risks and interest * rates were 
correspondingly high. If the purpose of Hammurabi had been human- 
itarian, arid his intention was cheap credit for the poor ■ man ,* his 
'ends would have been better served perhaps if he had instituted 
some kind of social welfare legislation for borrowers beset by 
natural disasters. 



Frame 14 n- ‘ ’ * * * 

;s The basis of credit is confidence . 

The amount and cost of credit depends upon the degree of confidence 
'-'dhe 'lender has ‘in (a) the' character-, business -ability, and financial 
status of the borrower, and (b) the possibility of iegally enforc- 
ing "repayment of the debt.’ • * : * •- : • *' * 

Note: "A hundred years ago,- a British statesman'* (Benjamin ’Disraeli) 
had “something to say about the reputation of- a-bdrrower: ‘-However 
gradual may be the growth of confidence, that of credit requites 
still more time to arrive at maturity.” Nowadays, the building of 
-a'good credit reference is not too difficult, but the principle re- 
mains the same: A bad credit risk finds it hard to borrow money on 

reasonable tdrms. 

* i. i • - s • « ; • . ... . ; 

Homework assignment: 'Frame *15. ' 

(This is a preliminary gathering of data for use in Frame 22). 



Conduct discussion of Frame 15 assignmeht and complete frame with 
at least the following: 
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■ Institution Serves 



! ’ Purpose for which it 
’ provides- 1 credit 



Commercial bank 



I'&’B 



Business loans, short-term 
'Personal loans - r 
Mortgage loans *•' 



* I 



Savings & r Loan ** 
Assn. 



I 



Mortgage- loans- ' ‘ } i 



